The need for insurance against medical costs was questioned or denied until recently by leading professional associations. Now, this need is accepted; and remaining differences of opinion center mainly on the alternatives of compulsory and voluntary insurance, and on scope, structure, and control of insurance plans.
legislative action on national health impends, attention to detail becomes more likely and more urgent. Since prospective costs may play an important role in affecting decisions, the budget for a national system of insurance may be of considerable interest. The details of a cost analysis, and the specifications with which it is associated, have been given elsewhere;t only a summary of the results can be included here.
Major factors Three groups of factors largely determine the costs of medical-care insurance: (1) the size and composition of the covered population; (2) the scope and nature of the benefits; and (3) the rates of payment for services and commodities provided as benefits.
Coverage may be national or limited, depending upon objectives, methods of providing the funds, administrative arrangements, etc. The size of the coverage does not affect the per capita cost estimates if it is assumed that, on balance, the limitations which may be imposed are not selective with respect to average needs for the benefits and average costs of furnishing them.
It may be agreed that the medical services available under the insurance system should be comprehensive, but shortages and maldistribution of personnel, hospital, and other facilities, etc., would compel the acceptance at the outset of restrictions that should be abandoned as soon as practical. Hospital services cannot be unlimited, especially with respect to the chronic sick, until facilities are enlarged; comprehensive dental services, for the entire population or even for a major part of it, are impossible with present personnel, and the same might be true for home-nursing services; and it is at least very doubtful that ordinary and relatively inexpensive medicines should be covered by insurance.
General medical and laboratory services and those of specialists could probably be offered with few limitations.
National average rates of payment for services and commodities are useful for the estimates, while allowing for variations among classes of practitioners, among individuals, among hospitals and other organizations, and among localities.
Total costs and their composition If insurance protection against medical costs were to be provided on the basis of national coverage (about 140 million persons), tentative results derived mainly from estimates of per capita costs show that the total annual cost in the first years of operation would probably range between $3.6 and $4.0 billion, depending upon alternatives among specifications for some of the benefits.* If the coverage were less than national, these totals would be proportionately lower. In a later year of operation, perhaps 10 or 15 years after the start of the program and when the main obstacles to providing comprehensive service could have been overcome, the costs might range between $4.9 and $5.5 billion. The early-year costs are about $26 to $29 per capita, and the later-year costs about $35 to $39, including the costs of administration.
The share of each class of benefit in the total cost depends upon various assumptions that were retained as alternatives in the analysis. Illustrative distributions are presented in the following tabulation.
Payments to physicians. Physicians' services, accounting for about one-half of the total costs, represent the largest single item of expense. Unlimited access to the general practitioner was assumed for the in-* All dollar amounts in this summary are at "current and prospective price and income levels." They would need adjustment if there were major price inflation or deflation, or further important change in the level of national income. Eye-glasses, hearing aids, arti-$225 million $225 million ficial limbs and members, artificial eyes, aids to locomotion These cost estimates apply to a coverage of about 140 million persons, and they are not intended to cover services and commodities of the same kinds already included in other items such as costs for physicians' services and hospital care, or those available under other public programs. For the early year, the total cost would be about $475 million and for a later year, about $600 million, according to the rough approximations used in this study.
Research and education. In addition to the direct benefits to be provided under medical-care insurance, the system might be expected to participate in meeting certain additional costs that would contribute to quality of care and progress in medicine. Existing arrangements for the financial support of research and professional education are inadequate. It was assumed that they should be supplemented from the insurance funds. The estimates therefore include grants to professional participants in the insurance system for postgraduate and "refresher" courses; to non-profit agencies for expansion of educational and training resources in fields in which shortage of personnel handicaps the provision of needed services; and for aid to support studies, demonstrations, and experiments concerned with the prevention of disease and of physical impairment, and with therapy. An approximate rule-of-thumb was used for these items in the balance sheet of the insurance system. For the early years of operation, about $10 million a year were included for education and research; for the later years, it was suggested that the annual amount be 2 per cent of the total expenditures for all medical services.
Insurance premiums
To illustrate the contribution rate that would be needed to finance the total expected disbursements, a single example may suffice. With total population coverage (about 140 million persons), the total estimated costs are $3.6 to $4.0 billion for an early year, and about $4.9 to $5.5 billion for a year 10 or 15 years later. With a "labor force" coverage achieved through insurance premiums, about 120 million persons might be covered.* Assuming the application of the insurance contribution rate to individual earnings up to a maximum of $3,600 a year, the earnings-base subject to the premium rate, for this limited coverage, would be about $100 billion. The per capita costs applied to 120 million persons imply total annual costs of about $3.1 to $3.5 billion for an early year, and about $4.2 to $4.7 billion for a later year after the system had approached maturity. These are equivalent to premiums of approximately 3.1 to 3.5 per cent, and to 4.2 to 4.7 per cent, respectively, of the contribution base, and suggest premiums of either 3 or 3.5 per cent at the outset, rising to 4, 4.5, or 5 per cent later.
Since the dental and home-nursing benefits might have to be developed slowly and gradually, they may not lend themselves readily to inclusion in the insurance premiums. If their costs were excluded from the budget to be financed by the insurance premiums, at least in the developmental years of the insurance system, and were to be met from general revenues, the insurance costs would be reduced to about 2.7 to 3.0 per cent at the outset and about 3.2 to 3.7 per cent for a later year. These suggest premiums of about 3 per cent initially and about 3.5 or 4 per cent later. A contingency reserve would make frequent revisions in the premium rates unnecessary.
Whether the premiums are levied wholly on the insured persons, are divided between them and employers or among insured persons, employers, and the general revenues of the Nation, depends upon considerations that are concerned with coverage and with other factors extraneous to this summary. * The other 20 millions would be persons eligible for coverage as needy persons whose contributions may be paid on their behalf by public authorities; State and local government employees brought into the system by inter-governmental compacts; other special groups brought in through similar special arrangements; and non-covered persons.
It should be noted that the costs of medical-care insurance would not represent primarily new expenditures for medical care, but would be chiefly customary costs redistributed in such fashion that burdensome costs are avoided for individuals and families. Insurance premiums of 3 or 3.5 per cent at the outset are less than the average customary expenditures for medical services; and premiums of even 4 or 5 per cent later would not represent much more than average expenditures without insurance. The insurance premiums would not substitute for all expenditures which people make individually, but they would be a sufficiently large share of the total to give substantial protection against all major costs, because they would apply to those classes of medical costs which are mainly responsible for large and burdensome obligations for medical care. At the same time, the insurance arrangements would be such as to encourage early and preventive care, as well as continuing care. Conclusion These estimates of insurance costs are tentative and preliminary. However, they probably indicate with substantial accuracy the approximate size of the costs, even if they are subject to considerable improvement. Since such estimates have little meaning apart from the insurance specifications assumed for their development, more precise cost analysis requires refinement of the specifications. In this sense, progress in cost analysis will reflect, and will be reflected in, progress in planning an insurance system. If national health legislation should lean heavily on non-insurance patterns, it may still be expected to profit from cost studies, even those which are focused on the social insurance pattern.
